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Intro

Thank you. Nice to speak to an academic group again.
Despite Thomas Wolfe’s assertion, I feel I've come home again.

As Mark [Schug] said, I began my career teaching English and History in a public school. (Add any
personal comments on teaching experience.)

I also taught at the university level for a number of years, and just before coming to the Chicago
Fed, taught at Northwestern University.

In addition to my academic experience, I've held jobs in government and in the private sector. My
experience as an educator and an employer has taught me a couple of things.

1. 1It’s reinforced my belief in the value of education and the need to develop staff members.
2. And it’s reinforced my belief that teaching is an especially rewarding—and difficult—job.

At the Chicago Fed, we're proud of our involvement in education. As you might expect, our partic-
ular focus is economic education. We not only work with economics teachers, though.

1. We have programs for a broad range of social studies teachers, helping them incorporate eco-
nomic concepts into their teaching.
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We've been associated with groups such as the Wisconsin Council for the Social Studies and
the state councils on economic education for many years.

And, in fact, Nancy Goodman, one of our senior vice presidents, is a director on the Wisconsin
Council on Economic Education.

In addition, we’ve had a full-time director of economic education since the 1970s. Our direc-
tor is Tim Schilling, whom some of you know.

Our econ ed program includes workshops, publications, a newsletter for teachers, a lobby
exhibit, tours of our building, and a curriculum package on our assessment of the Midwest
economy.

I'll be discussing our Midwest Assessment today and you can pick up a copy of the curricu-
lum packet at our publications display.

F. As I said, I'd like to discuss the Midwest economy and the keys to the region’s future success. I

speak, of course, from the perspective of the Federal Reserve System and the Chicago Fed in par-

ticular.

G. And if you will permit me some professorial comments, I want to begin with a few words about

the Fed itself. Some of you may be familiar with Fed already, so I hope youll bear with me for a

couple minutes.

II. Federal Reserve System’s Regional Structure

A. The Fed’s mission is to foster a safe and sound financial system and a healthy, growing economy:

1.

2.

3.

We formulate monetary policy.
We supervise and regulate banks.

And we provide financial services to the U.S. Government and depository institutions.

B. The Fed has a Board of Governors in Washington, D.C., which oversees the 12 regional Reserve

Banks across the nation.

C. The Chicago Fed serves a five-state region consisting of most of Indiana, Illinois, Michigan, and

Wisconsin, and all of Iowa.

1.

In addition to our head office in Chicago, we have offices in Detroit, Des Moines, Indianapolis,
Peoria, and one in Milwaukee.

D. This regional setup means we're decentralized.

1.

That’s unusual for a central bank—and a bit of an oxymoron — a decentralized central bank.
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2.

In fact, the design is a work of American genius back in 1913, balancing the public and the
private, the central and the decentralized.

Why should we care about the Fed’s structure? It’s important because it helps us develop effective,

long-term monetary policy. It's a balance that still exists.

1.

2.

The Reserve Banks have a mix of public and private features.

And the governing board in Washington consists of seven public officials appointed by the
President and approved by the Senate.

The Federal Open Market Committee, or FOMC, is the best example of the advantages of the Fed’s
regional structure. It performs the Fed’s most important responsibility — formulating monetary

policy.

The FOMC is made up of the seven members of the Board of Governors and five of the 12
Reserve Bank presidents, who vote on a rotating basis.

I alternate as a voting member with the president of the Cleveland Fed. This year, I'm not a
voting member. However, all of the presidents attend the meetings and take part in the discus-
sions.

At our next meeting on March 31, each of us will discuss economic conditions in our region
and assess the national economy as well as give our views on monetary policy.

In this way the System receives a constant flow of economic intelligence from the districts. Our

perspective isn’t limited to the Washington “beltway.”

The Fed’s independence is another hallmark of its structure. One of Congress’ goals was to insu-

late the central bank from day-to-day political pressures. Why?

It's generally acknowledged that it’s difficult for an elected representative to resist the tempta-
tion to “gun” the economy.

Stimulating the economy may be appropriate at times, of course. But it should be done in
response to the business cycle — not the election cycle.

The central issue is balancing short-term considerations against long-term gains.

To help the Fed focus on the long term, Congress provided fourteen-year terms for the Board
of Governors.

Additionally, the Federal Reserve doesn’t depend on Congressional appropriations to meet its
expenses.

Our budget is reviewed by Congress, however, so we're still accountable.

And the Fed System turns over more than 95 percent of its earnings to the U.S. Treasury —
some $20 billion last year.
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Our ability to fund our own operations is a public trust — it’s a responsibility we take very seri-
ously. The Federal Reserve is insulated from short-term political pressures, but we answer to
Congress and the American people.

The Reserve Banks are an integral component of this system of checks and balances.

1. Because I'm an employee of the Chicago Fed, a lot of people think I'm a government worker.
Technically that’s not correct.

2. The staff at the Reserve Banks are not subject to civil service.

The Reserve Banks are similar to the private sector in other ways.

1. As I mentioned, the Reserve Banks sell a variety of financial services in the marketplace.

2. Each Reserve Bank and Branch also has a board of directors consisting of leading private cit-
izens from the region.

So the Fed’s regional, independent structure has two major advantages.

1. First, it insulates us from narrow influences.

2. And, second, it helps us obtain a broad range of information and ideas from all over the
country.

3. The Fed’s structure is vital for developing effective policy. It helps us maintain a delicate
balance — to focus on policy, not politics.

ITII. Midwest Economy

A.

Now that you know, as your students might say, where I'm coming from, I'd like to discuss the
Midwest economy.

What’s the key to the future success of the Midwest and the state of Wisconsin? Well, the answer
won’t surprise this audience—it’s education and training.

The Chicago Fed came to this conclusion in our Midwest Assessment.

1. Our study focused on the dramatic changes in the regional economy—changes that are driv-
ing the need for education and training.

2. The goal was to better understand the region’s future prospects by studying its past...specifi-
cally the Midwest’s dramatic comeback since the early 1980s.

Youwll recall that a number of years ago people talked about the Midwest “Rust Belt.”

1. Many of the experts thought that progress had passed us by — that our economic base was
declining — and that the future here was bleak.
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2. That may have seemed obvious 15 or 20 years ago — when oil prices were doubling — fami-
ly farms were being foreclosed — imports were stealing Detroit’s market — and people were
leaving the Midwest for places like Houston and Phoenix.

But the reports of the Midwest’s demise, like the reports of Mark Twain’s death, were grossly
exaggerated.

1. Today, the Midwest unemployment rate is nearly a full percentage point below the nation.
[Midwest 3.9 percent; U.S. 4.7 percent]

2. And here in Wisconsin, it’s even lower — 3.2 versus 4.7 percent.

3. January marked the 125th straight month — more than ten years — that Wisconsin’s unemploy-
ment was lower than the nation’s.

How did we turn it around?

1. Was it because of external factors that the region couldn’t control, like the value of the dollar?
2. Or was it because of internal factors, such as productivity improvements?
3. In other words, were we lucky — or were we good?

Well, luck did play a role. The Midwest was helped by developments outside the region.

1. Like lower energy costs.

2. And growth in exports, especially capital goods and agricultural commodities — two things
Wisconsin does well.

But, we weren’t just lucky. We helped ourselves. A critical factor in the Midwest’s success was its
willingness to re-invent itself.

1. Midwest businesses reduced costs, created new product lines, and made remarkable produc-
tivity enhancements.

2. The Midwest renewal was already underway even during the dark years of the 1980s.

The source of the recovery? Our old mainstays—basic manufacturing and agriculture.

1. These economic sectors led us down into the valley—and they are leading us up the hill.

2. We haven’t changed what we're doing. But we've changed how we're doing it. We're operating
much more efficiently—at a world class standard.

The Midwest is still heavily dependent on manufacturing and agriculture, despite all the changes
to its economy.

1. The region is more concentrated in these sectors than the rest of the nation.
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2. The Midwest’s share of earnings derived from manufacturing jobs, for example, was 27 per-
cent in 1995.

3. In Wisconsin, it's even higher at 29 percent. This ranks Wisconsin as the state with the third
highest percentage of earnings derived from manufacturing in the U.S.

4. In fact, since the recession of the early ‘90s, the growth in Wisconsin’s manufacturing sector has
been very strong, with manufacturing employment increasing by approximately 11 percent.

The auto industry provides a good example of the region’s manufacturing orientation.

1. The auto industry is actually reconcentrating in the Midwest so that the new geography of auto
production looks a lot like the old geography of auto production, with a concentration of activ-
ity in our region.

2. Back in 1979 we had 27 auto production plants in the Midwest. Nine of those plants closed.
But 13 new plants opened.

3. Today, the Midwest has 31 auto plants—more than it did before imports became a real factor.

Research by Chicago Fed economists highlights the competitiveness of the Midwest economy.

1. According to common wisdom, the Midwest benefited quite a bit from the declining dollar,
which made its exports cheaper for overseas buyers.

2. This is a logical conclusion if you look at the value of the dollar and the nation’s major trad-
ing partners.

. Our economists took a different approach—a regional approach—and looked at the value of the
dollar and it’s effect on the Midwest’s major trading partners.

1. They found that the dollar did not decline in those countries. In other words, the Midwest did
not have a built-in price advantage from the weaker dollar.

2. The Midwest succeeded because of better products and prices, not just because of external fac-
tors such as the performance of the dollar.

Our success in the global marketplace is a good sign for the region’s future.

1. Exports now account for a much larger share of the U.S. economy—about 13 percent as com-
pared to only 8 percent in 1987.

2. In the last few years, exports from the Midwest have grown even faster than for the nation.

3. That reflects the fact that we make products that other countries want — things like farm
machinery, construction equipment, and machine tools.

So the region has made a remarkable comeback. But we're still facing significant challenges,
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although they’re much different than they were in the early 1980s. Let’s go back to 1987.

1. Beginning in that year, employment growth in the Midwest outpaced the nation for seven
years, largely due to our rejuvenated manufacturing sector.

2. That was significant because job growth in the Midwest had been slower than the nation for
several decades.

3. But by 1994 national job growth had caught up to the Midwest’s.

4. And by the end of last year, annual job growth in the Midwest was only 1.7 percent, compared
with 2.3 percent for the nation.

5. Job growth in Wisconsin was 2 percent, better than the Midwest, but still below the nation.

Why has the Midwest’s job growth lagged the nation? Is it because of deteriorating economic con-
ditions? Or a limited supply of workers?

1. Chicago Fed economists looked at this question and found that demand for workers remains
strong, but that available supplies are becoming limited.

2. Inshort, we found there’s a gap between the number of workers the region’s employers want to
hire and the number they will, in all probability, be able to hire.

Right now, the Midwest not only enjoys low unemployment rates, but our adult population could
be reaching the limits of its work force participation.

1. Here in Wisconsin, 72.0 percent of the population is employed. That’s the highest percentage
of any state and almost nine points higher than the national average of 63.8 percent [for 1997].

2. Our region isn’t just running out of workers, we could be running out of potential workers.

Now, that’s surely a challenge that everyone in Wisconsin would prefer to the double-digit unem-
ployment of the early 1980’s. Nonetheless, it’s a challenge that must be met if we are to continue
to grow and prosper.

IV. Education and Training

300

A.

So what is the key to maintaining the momentum in the Midwest revival and ensuring strong eco-
nomic growth in the years to come?

Well, we found a number of keys. But essentially it is productivity and work skills that will be crit-
ical for our future success.

1. We found that workers must get the education and training they need to keep their skills cur-
rent so that they can continue to be highly productive.
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2. That’s what will distinguish the Midwest from other regions of the US.

As you know, industries increasingly require strong minds rather than strong backs.

1. Entry level jobs often require computational and even computer skills that weren’t necessary
20 years ago. This is certainly true even on the factory floor.

2. A 1994 survey by the U.S. Census Bureau found that the use of advanced manufacturing tech-
nology is widespread across plants and industries.

3. For example, 47 percent of large plants use computer network technology to communicate with
suppliers and subcontractors. 87 percent use computer-aided design and engineering tools.

The increased importance of brainpower can be seen in the marketplace.

1. A worker with a bachelor’s degree in 1978 could expect to earn 38 percent more than a high
school graduate.

2. By 1995, that difference had increased to 73 percent.

Unemployment rates tell a similar story. The unemployment rate for high school dropouts was
approximately 14 percent [13.7%] in 1996, as compared with 2.4 percent for college graduates.

Our constantly changing economy complicates the task of educating students. Even the old tru-
isms are falling by the wayside.

1. For example, factory jobs with good pay are a thing of the past, right? Not necessarily.

2. One participant in our study pointed out that the U.S. may be facing a shortage of trained
workers in technical trades.

3. He notes that the Big Three auto producers are expected to lose some 200,000 workers to attri-
tion and retirement during the next five years.

4. So there may be more of these types of jobs than we expected. Of course, educators will still
need to give students the ability to meet the new skill demands of these blue-collar jobs.

The challenges don’t end when a student graduates and gets a job. Workforce training is another
key area.

1. We need programs that reflect the new realities of the labor market.
2. Work place training has to match more closely the needs of employers.

3. Workers need to receive certifiable skills that can be transferred from one employer to anoth-
er. As we all know, the old model of a lifetime job in one company is a thing of the past.
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H. Another tough question is how to train disadvantaged workers.

1. So far, training such workers has been a lengthy and costly process. But there have been some
success stories.

2. One of the participants in our Midwest study described a relatively successful program in
Chicago.

I.  Work force programs usually emphasize a strong dose of training before the worker starts a job.

1. This alternative program stresses putting welfare recipients from the Cabrini Green housing
project into a job quickly, with minimal prior training.

2. Workers may be offered support services such as childcare, counseling, and more extensive
training after starting to learn the discipline of a job.

3. [If they lose the job, they get help in finding another.

4. It seems that the best training is to get on the job as quickly as possible, especially for people
who are still learning the value of education and training.

Conclusion

A. To sum up, our assessment of the Midwest economy reinforces something I'm sure you already
believe—productivity and work skills are critical for the Midwest’s future success.

B. The Midwest’s future will not be determined by forces beyond our control. We can shape our own
destiny.

1. Soit’s absolutely essential that workers receive the education and training they need in our fast

changing economy.

2. The issue isn’'t simply one of fairness; it shapes our nation’s ability to compete successfully in
a global economy.

C. In conclusion, I'd like to congratulate all of you for your dedication to quality education.

1. 1Its people like you who will make a difference.

2. 1It's people like you who will ensure that students have the skills to participate fully in
America’s economic growth.

3. And it’s people like you who make me confident that we’ll continue to overcome our challenges
and prosper for many years to come.

D. Thank you.
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